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Abstract  
The main purpose of this research is to examine intellectual capital performance of listed district of commercial 
bank of Ethiopia and its impact on service quality. The researchers used multiple regression analysis to ascertain 
the extent that intellectual capital components indices affect service quality of the targeted bank district. This 
study adopts a deduction approach and a quantitative method as the research methodology. Empirical findings of 
the study showed that human and customer capital have a positive and significant effect on service quality.  
However, structural capital has statistically weak relationship with service quality. 
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1. INTRODUCTION  
Nowadays, companies visualize themselves as learning organizations and understand that intellectual capital 
assets can enhance innovation and play a vital role in improving business performance. The development of 
resource based view of the firm trigger that both tangible and intangible assets are potential strategic assets and 
shows the advantages of both tangible and intangible assets. This theory has gained wide acceptance in 
accounting, economic and management literature as it has been able to provide positive result linkages between 
resources of firms and measures of performance (Canibano et.al, 2000).  
In recent years there has been a growing realization that a company’s stock to intangible assets is a key 
contributor to its capacity to secure a sustainable competitive advantage. Knowledge based intangibles in 
particular are recognized to be central to the value creation process. Such assets have increasingly been referred 
to by a new term that of intellectual capital (Masoud et al, 2014) and it is a new issue which has been brought up 
theoretically in international commercial environment recently (Pourkiani et al., 2014).That’s why, its 
explanation is not same in different studies. It has become significant resource for growth of economy and social 
prosperity and the wealth of individuals, organizations, regions and countries is associated directly to their 
intellectual capital utilization (Chao et al., 2015). Hence, it is one of the issues that have been attempted by many 
researchers for its significance and due to its relative newness (Sharabati et al., 2013). 
According to Hsu and Frang (2009), intellectual capital is a company’s total capabilities, knowledge, 
culture, strategy, process, intellectual property, and relational networks which create value or competitive 
advantages and help a company to achieve its goals. It can be classified as customer capital, process capital, 
human capital and innovation capital. Typically most firms have three forms of intellectual capital embedded in 
their people, structures, and customers. These are human capital, structural capital, and relational capital (Rosni, 
2011). 
According to Mondal & Ghosh (2014), Businesses particularly service sector require an effective utilization 
of intellectual capital for their competitive advantage, service quality and customer satisfaction. Among these 
service sectors, financial institutions especially banks are skill based industries that require this asset mostly. 
Hence, the competitiveness of banking institutions is mostly influenced by quality of intellectual capital 
(Shahabadi & Samari, 2013).   
Many studies have been done in the area of intellectual capital and its effect on service quality in banking 
sector (Kamukama, N., 2013; Mention, A. L., 2011; Al-Musali et al., 2014; Mention, A. L., & Bontis, N., 2013). 
However, most existing research studies have focused on investigating the effects of intellectual capital on 
financial performance of banks and very few studies have addressed its effect on service quality of banking 
sectors. In addition, earlier studies were conducted primarily in developed countries and mature market 
economies, which have significant differences in political, social, and economic systems compared to emerging 
economies like Ethiopia. 
Moreover, in spite of having various studies undertaken on intellectual capital by various researchers, none 
of the studies have particularly addressed the effect of intellectual capital on service quality of commercial bank 
of Ethiopia, and specifically SNNPR District. Accordingly, this study was carried to examine intellectual capital 
performance of listed district of commercial bank of Ethiopia and its impact on service quality. 
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2. LITERATURE REVIEW 
2.1. Resource-based theory 
Resource-based theory (RBT) is a theory developed to analyze the competitive advantage of a company based on 
the company's resources. According to Firer and Williams (2003), RBT's theory sees a company as a collection 
of assets or resources and tangible and intangible capabilities. And it assumes that intangible resources are 
closely related to intellectual capital. Some scholars on Resource-based theory argues that corporate resources 
are heterogeneous and productive services derived from company resources provide a unique character for each 
company enough, attractive promotions, and employees and managers who can work professionally some form 
of resources owned by the company (Astuti and Sabeni, 2005). Intellectual capital is one of the company's 
resources. Where intellectual capital consists of three resources, namely human capital, structural capital and 
relational capital power relation). Human capital includes the knowledge, expertise, competence and knowledge 
of the employee. Structural capital includes corporate organizational culture, information systems and 
technology adaptation. While relational capital consists of consumer loyalty, service quality and good 
relationship with suppliers (Tan & Hancock, 2008). 
Intellectual capital is one of the most important resources. If the company can optimize the performance of 
intellectual capital to the maximum, then the company will have an added value that can provide the value 
characteristics of company’s superiority. So with the added value obtained from the optimal performance of 
intellectual capital, then the company will be able to have competitiveness against competitors because they have 
a characteristic of competitive advantage that is only owned by the company. 
 
2.2. Intellectual Capital 
Intellectual capital although is the critical value driver for the firm to succeed in the fiercely competitive world; 
it still has many issues remain to be clear regarding its definition. Up to now the definition of intellectual capital 
is not uniform among different sectors. 
According to Abdullah & Sofian (2012), intellectual capital is intangible asset that comprises of technology, 
customer loyalty, brand name loyalty, and goodwill etc. On the other hand, Harris, L. (2000) defines intellectual 
capital as a concept that involves human capital, structural capital and customer capital. He further defines 
human capital as the package which includes of innovations, knowledge, experiences, and learning capabilities; 
structural capital as the existing knowledge which can be found within the organization it can be collected, tested, 
organized, integrated, and the important part can be available for distribution; customer capital is the 
relationships a firm establish when doing business includes customer, suppliers, it has mainly to do with 
satisfaction retention, and loyalty. 
The most widely used definition of intellectual capital is “knowledge that is of value to an organization.” Its 
main elements are human capital, structural capital, and customer capital. That definition suggests that the 
management of knowledge (the sum of what is known) creates intellectual capital (Salman, et al., 2012). 
2.2.1. Intellectual Capital Components 
According to Mosavi et al. (2012), intellectual capital component consists of three components, namely human 
capital, structural capital, and customer capital. There are different views from some researchers on the 
components that explain the intellectual capital component. In general, according to the majority of research 
states intellectual capital consists of three components, namely: 
1. Human Capital (HC) 
Human Capital consists of the skills, competencies and abilities of individuals and group (Samad, S., 2013). 
Boujelbene and Affes(2013) define Human Capital is interpreted as employee values creating potentials depicted 
in the knowledge, competencies, skills, experiences, abilities and talents of firm's employees and managers. 
Human capital captures knowledge, professional skills, experience and innovativeness of employees within an 
organization. It is a combination of knowledge, skills, ability to innovate and the ability to complete tasks, 
including company value, culture and philosophy (O’Regan et al., 2001). And HC is a resource that comes from 
the ability and competence of employees owned by a company. Employee competencies and competencies can 
be enhanced with training programs conducted by the company. 
2. Structural Capital (SC) 
According to Stewart (1997), Structural capital is defined as knowledge assets that are indeed company’s' 
property and includes intellectual property such as patents, copyright and trademarks; processes, methodologies, 
models; documents and other knowledge artifacts, computer networks and software; administrative systems so 
forth. It comprises of the knowledge, organizational culture, intellectual procedure, process, philosophy, systems, 
databases and contracts and explains the structures and processes employees develop and deploy in order to be 
productive, effective and innovative, Boujelbene and Affes(2013). SC is hardware, software, databases, 
organizational structures, patents, trademarks and everything else from organizational capabilities that support 
the productivity of their employees; in other words, everything will be left at the office when employees return. 
In structural capital there are system technology, hardware, software, operational system company, organization, 
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patent, brand, and training company (O’Regan et al., 2001). 
3. Customer capital (CC) 
Customer capital is closely linked to the company's relationship with its customer loyalty and the company's 
relationships with its partners or suppliers (Shih et al., 2010). The company's relationships with parties outside 
the company are included in the customer capital. In this case the need for good relations with outsiders such as 
government, markets, suppliers and customers in order to create loyalty to the company. 
 
2.3. Intellectual capital and service  quality  
The empirical literature reveals that intellectual capital (IC) encourages the business performance and service 
quality of organizations. There have been prior studies around the world which show relationship between 
intellectual capital and service quality.  Among these studies Goh (2005) investigated the intellectual capital of 
Malaysian commercial banks based on VAIC™ model and found that there is significant relationship between 
service quality and human capital efficiency and also the study shows that HCE has relatively larger contribution 
in measuring banks performance as compared to structural capital and customer capital. 
An empirical study by Joshi et al (2010) also in the same manner the empirical results examined while 
exploring the Intellectual Capital and banks performance and service quality of Australian owned Banks for the 
period of 2005-2007 through VAIC™ model. They showed same findings that. Human Capital Efficiency (HCE) 
is positive and significant to VAIC the evidence also indicates Human Capital has higher explanatory power to 
enhance the IC performance of Australian banks as compared to other determinants. 
A study on banking system in Kuwait by Abdulsalam et al., 2011 show that there is a strong correlation 
between investment strategies in the intellectual capital and the competitive performance and service quality of 
companies where most of the relationships were positive. Namasivayam & Denizci (2006) have analized the 
impact of human capital in service companies. Authors believe that human features, such as creativity and 
emotional intelligence of the employees must be adequately evaluated since they affect the perceived value of 
the consumer. Based on their work, we come to the conclusion that business processes of service companies are 
closely related to human capital. 
 
2.4. Proposed Model and Hypothesis 
The model for the study can be presented based on the review of literature on intellectual capital and service 
quality of banks the framework is shown below; 
 
 
 
 
 
 
 
 
 
 
 
The study proposed the following hypothesis 
H1: There is a significant positive relationship between the HC and service quality of banks 
       H2: There is a significant positive relationship between the CC and service quality of banks 
       H3: There is significant positive relationship between the SC and service quality of banks. 
Where; HC (Human Capital), CC (Customer Capital) and SC (Structural Capital) 
 
3. METHODOLOGY 
3.1. Research design & approach  
This research was conducted using quantitative techniques to analyze the primary data in order to test hypotheses 
of this research. And we follow positivism philosophy and deductive approach because it emphasizes on 
quantitative method and scientific tools in exploring social reality instead of viewing knowledge is personal 
experience rather than acquired by objective ways (Wilson, 2010). 
 
3.2. Sample and data collection 
Nearly 48 commercial bank of Ethiopia branches from SNNPR district were selected as a sample through using 
judgmental sampling techniques. Branches were selected on the basis of availability of information necessary for 
conducting the study and the readiness to deliver those data. It has used self-administered five point rating scale 
questionnaires under survey strategy to gather primary data and a total of 254 questionnaires were prepared and 
 
 
 
 
Intellectual capital components  
Human Capital (HC) 
Customer Capital (CC) 
 
Structural Capital (SC) 
 
Service quality 
o Reliability  
o Tangibility 
o Assurance  
o Empathy 
o Responsiveness 
H2 
H1 
H3 
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distributed to the customers, employee and management bodies of the selected branches. 
 
3.3. Data analysis 
The collected primary data were analyzed with the help of statistical tools and techniques using SPSS 20. Mainly, 
the relationship between intellectual capital components and service quality is examined using correlation 
coefficient. Similarly, the impact of intellectual capital on service quality of the targeted banks was examined 
through regression analysis. Here, the components of intellectual capital are predictor/independent variables and 
service quality is dependent variable. 
 
4. RESULT AND DISCUSSION 
4.1. Scale Reliabilities 
Reliability is the measure of accuracy and precision of measurement techniques/tools (Cooper & Schindler, 
2008). A measure is said to have a high reliability if it produces similar results under consistent conditions. 
Cronbach’s alpha coefficient is a value between 0 (very low) and 1 (very high) showing internal consistency of 
items in a scale to measure latent variables. 
According to Creswell (2008) regarding as a Cronbach’s alpha of .60 or higher to be acceptable, the overall 
scale in the research was thus reliable, with a Cronbach’s alpha coefficient of .8113 for dependent variable 
indicating that the survey items fit together. The Cronbach’s alpha coefficients for the research independent 
variables ranged between .7165 and .8021. These show that all factors have acceptable internal consistency. 
Table 1: Reliability Analysis result 
 Factors Number of items Cronbach’s Alpha
 Service Quality                          10 .8113
 Human Capital                          7 .8021
 Structural Capital                          6 .7620
 Customer Capital                          7 .7165
   
 
4.2.  Multiple Regressions 
Table 2: Results of Multiple Regressions between human capital, structural capital, customer capital and service 
quality 
Unstandardized coefficient 
 Model B Std. error t       Sig. 
 (Constant) .451    
 Human Capital  .321             .037 9.570 .001 
 Customer Capital  .192             .031 6.842 .000 
 Structural Capital  .171             .026 5.450 .020 
                
 R = .736     
Adjusted R Square = 623 
R Square = .625 
Note. Dependent variable: Service Quality  
As indicated on the above table 2, out of three components of intellectual capital only two (human capital 
and customer capital) are significant with service quality at the level of p < .01 whereas structural capital is 
significant at the level of p < .05. Furthermore, multiple regressions identify the relative contribution of each 
variable and determine the best predictor variables among a set of variables. As revealed on the above table 2, all 
variables contributed significantly to the service quality. Human capital has the highest contribution to customer 
loyalty among the independents variables (B= .321). Other variables were also significantly and positively found 
to contribute to service quality is customer capital and structural capital respectively. 
 
4.3.  Correlation of Analysis 
According to Vogt (2007), inferential statistical analysis can provide an empirical evidence to accept or reject the 
hypothesis. The current research tests the null hypothesis of association between the independent variables and 
the dependent variable. Furthermore, the correlation coefficient was used to describe and quantify the 
relationship between two variables. Pearson correlations were applied to the examination of the study’s 
hypotheses. Table 3 demonstrates the Pearson’s correlation coefficients between the study variables. 
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Table 3: Pearson Correlations for independent variables and dependent variable 
  Service quality 
Human 
capital 
Customer 
capital 
Structural 
capital 
 Pearson Correlation           1   .778**   .654**       .630* 
Service quality Sig. (2-tailed)         .001         .000     .024 
 N         254 254          254      254 
 Pearson Correlation        .778** 1     .662**         .703** 
Human capital Sig. (2-tailed)        .002   .001      .004 
 N         254 254  254       254 
 Pearson Correlation        .654**     .662**   1       .066 
Customer capital Sig. (2-tailed)        .000 .003        .622 
 N         254 254           254       254 
 Pearson Correlation        .630*     .703**   .066        1 
Structural capital Sig. (2-tailed)        .024  .001   .622  
 N         254   254    254         254 
**. Correlation is significant at the 0.01 level (2-tailed). 
*. Correlation is significant at the 0.05 level (2-tailed). 
The table 3 above shows that service quality and human capital have a strong positive relation .So the 
service quality and human capital have correlation of 0.778 and are significant (0.001) to each other. Service 
quality and customer capital also keep competitive strong correlation of 0.654 and are significant (0.000) for 
both of them. There is a moderate positive relation in between structural capital and service quality with Pearson 
correlation coefficient of 0.630 and significance value of 0.24. These two variables are also significant in relation 
to them but weak in compared to human capital and customer capital. 
The result describes that the human capital and customer capital values are more important and significant 
to service quality than structural capital value of commercial bank of Ethiopia SNNPR district branches. 
 
5. CONCLUSION  
This study attempted to investigate the relationship between intellectual capital components and service quality 
of commercial bank of Ethiopia, SNNPR district branches and the components of intellectual capital is described 
into human capital, customer capital and structural capital that has been previously utilized by similar studies 
(Firer and Williams, 2003; Williams, 2001; Chen et al., 2005) .  The empirical regression results of the study 
reveal that human capital and customer capital have positive and significant relationship with service quality at 
the level of p<0.01whereas there is a moderate positive relation in between structural capital and service quality 
with significance value of 0.24. 
The results of the study also illustrate that human capital and customer capital relatively explain more 
variation (β =.321; β =.192 respectively) and significant contributor to speed up the banks’ service quality. From 
this we can conclude that, the district can get benefit by investing in more human capital (through specialization 
and division of labor, training and development, further education, experience sharing, etc) and customer capital 
(through building harmonious relationships with customers, having good brand and trademark protection, etc.), 
as it shows these intellectual capital components were able to increase firm service quality. 
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